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ahould not include loops or central office coin .ervice or

operator .ervice facilities. However, the Commission

ai.characteriz•• it. rules in .uggesting (~) that .uch

••••t. ahould be tran.f.rr.d at undepreciated cost plus

inter••t at rat.s equal to the authorized int.rstate rate of

r.turn. As i. clear fram the Joint Cost Order cited in n.147,

.uch a standard i. only used when LECs have underforecasted

the nonrequlated usage of plant used both for regulated and

nonrequlated services. The longstanding cost basis for plant

transferred fram regulated accounts to nonregulated accounts,

because of a cbange in the regulatory treatment of a type of

plant, is net book costs. l
' Tbe Commission has provided no

basis for departing from that longstanding standard.

c. "ezminaUon o~ Acce.. CbaZ'Ve Ccq:.en••Uon
and Other 8ub.idie.

'.

Sprint is in general agreement with the Commission's

tentative conclusions in "51-54. Specifically, Sprint agrees

that incumbent LECs should reduce their interstate CCL charges

by an amount equal to the interstate allocation of payphone

costs currently recovered through those charges, and that

price cap LECs should treat this as an exogenous cost change

to the common line bastet. Sprint is not aware of any

comparable subsidies in intrastate access charges, but 1~ they

l'~e3 Second cggauterIngpiry, 95 FCC 2d 1276, 1306 (1983);
an -FCC Rca 4i'7 (1988).
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do exist, the states should be given a reasonable deadline for

eliminating such subsidies.

Sprint further agre.s with the Commission's tentative

conclusions that a subscriber line charge should apply to

lines that ter.a1nate on tEC-owned payphones as well a.

privately owned payphones and that, to the extent that the

multi-line business SLC is less than the full interstate cost

of subscriber lin.s, there should be an additional charge both:

to the LECs and to PPOs, to recover the difference between

full interstate costs and the SLC cap.20 Comparable changes

should also be made to the incumbent LECs' intrastate rates to

the extent that the charge for the local lines used to provide

payphone service are l.ss than costs.

c. 1tCM8'l'1WC'.rUML 8AFICJUARD8 FOR BOC PROVI8ION OF PAYPIICIU:
BRYICZ

Sprint agrees with the Commission's tentative conclusion

('58) that the nonstructural safeguards adopted in Computer

!!! should apply to a BOC's provision of payphone service to

satisfy the Commission's obligations under S276 (b) (1) (C).

Sprint notes that the Commission is proposing to leave the

BOCs' obligations with respect to CPNI to its separate

proceeding in CC Docket No. 96-115. It should be pointed out,

bowever, that the latter proceeding only sought to clari~y

10 In this regard, the Commission should make clear that the '.
multi-line business SLC, rather than the single-line SLC, is
applicable to PSPs.
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II. 'I'D nBnILIIIG COKPUY »aICB BIIICBKaaK ••OULD BI
UUOIIULY AftAIIlABLI

The commission has propo.ed that the current rule requiring

the transfer of a.sets or servic.s at "prevailing company price

whenever the affiliate that provide. the asset or .ervice also

provides substantial quantities of it to nonaffiliates" should be

chang.d because this price "may be inconsistent with how af­

filiat.s deal with each other and may unnecessarily burden both

this Commission and carriers. ng Sprint vigorously opposes this

as••••••nt.

In Sprint'. view there are three distinct type. of or­

vanizations involved in affiliate transactions where the LEe pays

an affiliat.. Th.se ar.: 1) for profit enterpris.s that sell

Substantive quantities of product on the op.n .arket: (i.e.,

North Supply): 2) cost sharing arrange.ents where system de­

velopment work is performed on a centralized basis (i.e., Bell­

core): and 3) cost sharing arrange.ents where centralized man­

ag..ent services are performed (i.e. Sprint/United Management
'\

Company). It i. likely that type one and possible that type two

affiliate organizations will have outside sales. It is unlikely

that type three will have substantive nonaffiliate sales.

In the case of co.panies that operate in an open market and

where competition exist. between suppliers, substantive sales to



in t.ime. For exaaple, as shown by Mr. Steve L. McMahon,

Execut.ive Vice President. - Operat.ions of North Supply Company, in

1992 Sprint's North Supply Company sUbsid~ary made over 61 per­

cent of its t.otal sales to nonaffiliates. 10 North Supply has over

twelve thousand nonaffiliat.ed customers. Additionally, several

of these nonaffiliated customers are other LEC., including

Pacific Bell, SNET, and Citizens Telephone. 11 Many other tele­

communication. equipment and supply companies compete for these

sales. If North Supply did not provide value in these rela­

tionships, the market would quickly go elsewhere. Further, it is

t.he policy of North Supply to sell t.o its regulated affiliates at

t.he same price. a. nonaffiliat.es receive. 12 Thu., if sale. are

made t.o affiliat.•• at the same price as to nonaffiliates, com­

Pet.it.ive market.-based resuit.s are achieved.

'\

10. ba, Attachllant 1, Affidavit. of St.eve L. McMahon at. para.
13. Sprint. eXPect.. the proportion of affiliat.. sal.s t.o increase
a. the Cent.ralT.l.pb~.companies take advant.age of the volume
purchasiJ\9 power they achieve when combined with the United
Telephone compani... Th. t.ot.al North Supply sale. are expect.ed
t.o incr...., but because of the addition of Central Telephone
Company as a North Supply customer, the proportion of affiliate
sales will also increase.

11. Id.

12. Id. at. para. 12.
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North Supply is involved in such a competitive market. As

further shown by Mr. McMahon, a 75 perc.nt outside sal.s IIbright

line" test is unreasonably restrictive. 13 As long as nonaffiliate

sales are occurring, competitive market-based results are

achieved.

As Hr. HCMabon shows in his affidavit, North Supply Company

operates in a fully competitive market. Not only does North

Supply make affiliate sales at the same price as sal.s to non­

affiliates because of the current affiliate pricing rules, but

alao mak.s sales at this price because this is the written policy

of North supply.14 Thus, sales to affiliates are made at market­

based price••

13. Not only ia the 75' bright line t.st unreasonably
restrictive, but it also will add a great deal of unnec.saa~
cost and ineffici.ncies. For example, Exhibit 1, Attachment B
shows that North Supply sells products to companies like Pacific
Bell and oth.r local exchange companies. Thus, when North supply
s.lls Product A to Pacific Bell at price x, there i. absolutely
nothing wroft9 or suspect with that sale at" that price. However,
if North Supply sells the same Product A to a United or Central
company, price X suddenly becom.s suspect, simply because the 75'
bright line test is not met. The United or Central company will
then ~ave to undertake the considerable work effort and expense
to determine the estimated fair market value versus the cost of
North providing Product A in order to determine which is lower.
The addition of this tim. and cost to the business, in these
circumstances, ia a waate and see.s contrary to the Commission's
stated goala ·of choosing an economically efficient cost
allocation methodology and of choosing a methodology that can be
feasibly implemented and audited." (In the Hatter of Separation
At CAlt•. Af Bagulat;.d Telephone Service frpm COlt. of
IfQDrigUlaS;'sS' ACtiyiti'l,cC Docket No. 86-111, Report and Order,
2 FCC Red. 1298 (1987) at para. 114) and reliance on price caps
revulation to control all forms of LEe expenses.

14. aa., Attachment 1 at para. 12.
-8-



Mr. MCMahon shows that North supply provides better prices

to the United and Central Telephone company affiliates than they

could obtain on their own because of the volume purchasing power

that aggregating their purchases with nonaffiliate purchases

brings to North Supply. Thus, North Supply brings both market

prices and superior value to its transactions with affiliates. 1S

The United and Central Telephone companies are not required

by contract or otherwise, to purchase from North Supply. Mr.

McMahon indicates that when he was an executive in an United

Telephone affiliate, that he had the freedom to purchase from

mUltiple suppliers and that he exercised that freedom. He ex­

plains that nothing has transpired to change that relationship.16

The Commission assume. that North Supply sale. to affiliates

are made with le.. effort and with lower transaction costs than

sales to nonaffiliatea. Mr. McMahon shows that thia assumption

ia incorrect and that North Supply must dedicate extenaive sales

efforts to affiliate sales in order to win this business in the

competitive market. The Commission's assumption that "extensive
"I

marketing efforts" are not required when North Supply deals with

affiliate. and that individual transactions "generally involve

15. Attachment 1 at para. 11.

16. 14. at para. 8.
-9-



lower transactional costs" when sales by North supply are to

affiliates is unsubstantiated and, indeed, is flatly wrong. 17

As Mr. McMahon state. in his affidavit, the marketing effort

to the united and·central Telephone companies is comparable to

the marketing effort to nonaffiliates. 18 Further, he shows that

the individual transaction coats are comparable. 19 Indeed, North

supply lacks -guaranteed sales contracts" with its affiliates but

haa .om. with nonaffiliates. 20 As stated by Gregory Mann of

Greenwich Associates, the proposed 75 percent standard tor use of

prevailing company price is theoretically insupportable in a com­

petitive market such as the one North Supply operates in. 21 Fur­

thermore, Mr. Mann opines that such a 75 percent standard is

unnece.sary in a competitive market place because there is

neither a demonstrated nor a nonarbitrary basis to support the

co.-is.ionls assumption that affiliate transactions, in a com­

petitive market and which are based upon prevailing company

price, have an inherent bias that advantages nonrequlated af­

filiates.

17. 14. at para. 18.

18. 14. at para. 6.

19. 14·
-20. 14. at para. 7.

21. IU, Attacbaent 2,. AD A••••_nt of the FCC Notice of
Pro;o.e4 .. _lAaking on the Aftiliate Relationship. ot sprint
North aUpply Company, by Gregory L. Mann, Ph.D., Managing Vice
President, Greenwich Associate••

-10-



The .econd type of organization that makes sales to af­

filiated LECs is exemplified by Bellcore, which, while it may

have sales to nonaffiliates, is often a monopoly supplier.

united and Central Telephone lack any corporate affiliation with

Bellcore. Bellcore's owners are the RBOCs who use Bellcore to

perform rasearch, system design, and software design projects for

the RBOCs on a cost-sharing cooperative basis. For example,

Bellcore produced 800 database software which is used by the

RBOCs. Because these products are already sunk costs, the RBOCs

sometimes recoup some of these expenses through licenses to non­

affiliates like United and Central Telephone.

As a result, sprint understands the reluctance of the Com­

mission to conclude that all nonaffiliate sales automatically

translate into an approximation of market value. However, as

explained above, when the market is competitive, the result of

sales to nonaffiliates is a very dependable indicator of value.

But in cases such as the Bellcore example, where no other or few

sources of supply are available, outside s.les cannot reliably be

used as benchmarks of market value. Sprint believe. that in

these cases, the use of fully distributed cost is the only equit­

able approach.

Tbird, other busine.s organizations are created to provide

the centralized expertise, coordination, and control needed in an

industry characterized by rapid technological change, high capi-

-11-



tal investment, and scarce management resources. Often, these

centralized operations also provide cost savings through con­

solidation. However, even without cost savings occurring through

centralization, centralized control, management, and coordination

is required. sprint/United Management Company ("SUMC") is an

example of such an organization.

In this respect, the Commission must clearly understand the

profound differences between the Bell companies and the United

and Central Telephone companies. In the entire predivestiture

Bell Sy.tem there were only 22 companies. The.e are now aligned

under .even RBOC.. There are currently 20 United and Central

Telephone companie.. With all of the access line. of these com­

panie. combined, all the United and Central Telephone companies

are le.s than half the size of an RBOC and far smaller than many

of the companies such as Pacific Bell, New York Telephone and

Southwestern Bell. Further, the United and Central Telephone

companies operate in largely rural areas and have their head­

quarter. in smaller, geographically dispersed cities.

For example, in 1992 United Telephone of Eastern Kansas had

total revenue. of.$37,413,707, United Telephone Company of the

Carolinas bad total revenues of $49,193,069, and United Telephone

Company of the West had revenues of $20,791,415. In comparison,

Southwe.tern Bell had 1992 revenue. of $7,758,766,518, pacific

-12-



Bell had revenues of $7,777,604,435, and New York Telephone had

revenues of $7,669,651,000. 22 Clearly, a large company like

Pacific Bell, New York Telephone or Southwestern Bell, operating

in a major city, has the ability to attract and employ the ex­

perti., it needs. However, companies like the small United and

Central companies lack this ability.

The commi.sion is incorrect in its assumption that each of

the United and Central Telephone companies has available, or

reasonably could have available on a local basis, the skilled

teChnology evaluation experts, technology evolution planners,

engineering experts, federal regulatory practitioners, capital

market experts, and others that are required to run a modern

telecommunications company.23 Even if qualified individuals were

available at each of the 20 United and Central Telephone com­

panie., which they are not, the lack of coordination caused by

.uch di.per.ion would destroy the established standards, and.

would result in the creation of many small companies that lack

standardization, volume purchasing power, and a clear view of the,
future.

The 10.. of this centralized guidance in these times of

rapid technological ¢bange, required capital investment, and un­

certainty would pre.ent insurmountable problems to these small

22....~ 1293 stl~isticloftbeLpcal Excbanqa Carriers for the
liar 1292, Unittd stat•• Telephone Association.

23. NPRM at para. 42.
-13-



companies that would otherwise lack access to ne.ded management

planning and coordination.

A. Mr. Mann shows in his paper, centralizat~on of these

function. i. vital to the long term succes. of the small United

and Central Telephone companies and to their ability to provide

high quality, technologically up-to-date services to their cus­

to.er•• 24

SOMC, like Bellcore, also uses the cost sharing concept but

generally lacks outside sales. For example, SOMC provides cen­

tralized .upport services to the United and Central Telephone

companies. In the case of SOMC, costs generally vary depending

on the volume of service requested by the United and Central

Telephone companies. SOMC has no incentive to sell these ser­

vice. to nonaffiliatea because additional work brings a need for

additional workers and costs would increase in proportion to the

.ales to nonaffiliates. Because SOMC is predominately a cost

center and not a profit center, the United and Central Telephone
...

companies generally would not benefit from outside sales of this

type of service. 2S

24. IU, Attacbaent 3, An A"lf'Mot; of tbe re' N01tic. of
~!3 e::~~ ..~ ~h~ ·~~~l.t. h1ltionahipa of:::==n: : ~ _=. ri CC, by Gregory L. Mann, Ph.D.,
Greenwich A••ociate••

25. SOMe doe. provide 800 databa.e and LIDB .torage and query
.ervice. to nonaffiliated LECs. The revenues from these services
are recorded a. expense reductions to the United and Central
Telephone companies.

-14-



The Commission notes that ncarriers themselves could supply

all the resources they obtain from the.e nonrequlated af­

filiates. n26 However, if each of these companies provided on its

own the full range of services required to meet operational and

regulatory requir..ents, costs for many of the.e services would

incr.... significantly. Centralization, where experts on various

matters can be shared, provides significant cost savings to the

individual LECs.

Becaus. ot the pressure on cost that price caps has brought

through its mandatory productivity adjustment as well as com­

petitive market pressures, LECs are driven to minimize cost.

Centralized provisioning of servic•• Where subject matter specia­

lists can cost effectively meet the needs of many small LEe af­

filiate. is an answer to this challenge. The use of companies

like SOMC to provide these cost savings to the user LECs is both

reasonable and prudent.

Sprint fails to understand why the Commission suggests that

if the individual United and Central Telephone companies provide

needed .ervices within their own company, albeit often at much

higher cost than on a centralized basis, the Commission would not

que.tion that decision. This incentive works at counter purposes

with incentives to become more productive through establishment

of centralized service organizations like SOMC. For example, it

26. NPRM at para. 42.
-15-



i. clearly more expensive to produce 20 separate tariffs, 20

••parate .et. of comments to Commission proceedings, 20 separate

eaployee benefits .plans, and 20 separate technology a.sessment

centers then it i. to centralize the.e functions and perform them

only once. Yet the Commis.ion appears to suggest that it would

not que.tion a decision to decentralize the.e operations, but

does question the decision to centralize the.e functions.

In this context, sprint as.erts that price cap and market

..chanisms provide more than SUfficient control. Further, be­

cause appreciable nonaffiliate sales of these management services

do not take place, fully distributed costs are the only equitable

.ethod of transferring the.e costs back to the regulated company

that benetits from centralization.

The Commission's assumption that .ale. to nonaffiliate. can

never be relied upon as a gauge of value is not correct.

Clearly, substantive sales are the only reliable benchmark in

competitive markets such as the market in which North Supply ope­

rate.. However, where competitive market characteristics are not

present, .uch a. in the Bellcore example, nonatfiliate sales may

repre.ent a partial recovery of sunk costs and may not ap­

proxiaate market value. When a competitive market do•• not exist

Sprint asserts that fully distributed cost produce. the most

equitable result••

-16-



III. ..:un .'l'aoRGLY O• .a... 'l'D BZTDIIOR OJ'
18'l'lM&'l'BD J'Ala xaaKB'l' VALOB 'l'IITIBG

TO IlaVIC••

The Commission propos.s to extend the a.s.t transfer rules

to service transfers. If adopted, transfers of service by an

affiliate to a LEC would be at the lower of .stimated fair market

value ("EPMV") or fully distributed co.t, and tran.fers by a LEe

to an affiliate would be at the higher of EPMV or fully dis­

tributed cost. 27

Sprint strenuously opposes the creation of an EFMV test for

.ervices. The e.tablishment of EFMV for service. i. SUbjective,

will be open to significant dispute, and will provide little ~f

any u.eful information to the Commission. Further, development

of EPMV for .ervice. will be costly, wili require con.tant up­

dating due to market chang•• , and becau.e of its limited use­

fulne.s will be wasteful of company and ratepayer funds. 28

"I

27. NPRM at para. 34.

28. Sprint doe. not oppo.e continuing the u.e of an estimated
fair market value ("EFMV") te.t for a•••ts that are transferred
at other than tariffed or prevailing company price. As.ets, by
their very n.ture, may be "apprai.ed" and a .ubjective value
e.tablished. Often data concerning sale. of identical item. by
other. is available anc:l this data i. a .trong foundation for an
EFMV calCUlation. Because of the availability of substantial
information with which EFMV of an a••et may be establi.hed, its
us. i. not opposed by sprint.

-17-



In the Joint Co.t Reconsideration Ord.r, the Commi••ion

r.j.ct.d the us. of an EFMV test for servic.s, stating "We be­

li.v. that such a valuation standard is fraught with the po­

tential forabus" and would be difficult to monitor.,,29 The

co.-ission offers no explanation in the NPRM as to why it is no

longer concerned with this potential for abuse.

Sprint asserts than a useful and nonarbitrary EFMV cannot be

dev.loped for service.. For example, how should the legal ser­

vic.s provided by SUKC to the United and Central Telephone com­

pani.s be valued in an EFMV calculation? The lawyers providing

this ••rvice are located in the Kansa. City area and Washington,

D.C. On av.rag., th.y possess 17 years experience, much of it

sp.cifically in telecommunications ~.lated matter.. Should the

EFMV be based on entry level, junior partner, or full partner

status in a private law firm? Should the calculation be based on

law firm compensation in Dighton, Kansas: Kansas City, Missouri:

washington, D.C., or N.w York City? Should the comparable firm

specialize in telecommunications matters? "What should the

Martindale-Hubbel rating of the comparable lawyers be, barely

acceptable or very proficient? Answers to these questions will

vary gr.atly.

. --
2'. in the Katt.r At Icpa;atiPD of Colt, of Regulat.d Tel.phone
S.ryiC. from cpst. of Nonregulat.d Actiyiti.s, CC Dock.t No.
86-111, Order on 'tcoQli4eratioD, 2 FCC Red 6283 (1987) at para.
131.
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A8 on. can s•• , no matter how these many questions are

answlred, the rl.u1t would be necIssary subjective. While the

Ixamp1e above applies to attorneys: it could be repeated in con­

nection with accountants, money managers, training personnel,

electrical Inginlers, marklting personnel and all other areas

where centralized services are provided.

Becau.e any answer to the.e questions will be subjlctive and

lasily challenged, the value of the answlr will bl very low. As

stated by Mr. Mann "[t]he Istimated fair market value of services

i. extremely difficult to measure objectively, changes signifi­

cantly over time and is easily misrepresented by interested par­

ti••• "30 Mr. Mann notes that while EFMV works well for valuing

physical asset., EFMV.cannot work for valuing services because

any weight given to the three key valuation factors-­

co~arabi1ity, availability, capability--is completely subjective

and easily manipUlated.

30. . ...., Attaobllent. 3, .An .AI".D.n~oftbl FCC Hotici of
ProPOlt4Bul_kin9RQ tbt Afflliat.j Btlation.higs of
sgrin1:fpnited·.aoag.men1:coapany, by Gr.gory L. Mann, Ph.D.,
Gr.eow ch Aa.ociate., at p. 10.
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...ed on this .howing, the Commission should retain the

sy.tem where centralized cost center expen.e. are allocated,

based on fully distributed costs, to those that consume the ser­

vice•• 31

The use of fully distributed cost. for allocating centra­

lized cost center expenses is appropriate because price cap LECs

lack an incentive to inflate these expense. above levels that

their management believes are truly necessary to run the business

in a prudent manner.

Price caps incentive regulation relies upon the pre.sure of

mandatory productivity adjustments to drive cost reduction ac­

tivitie. by LECs. All one needs to do is read the newspaper to

see the impact of competition and price caps incentive regUlation

upon LECs. The price cap LECs, including the United and Central

Telephone companies, are all downsizing in an aggressive manner.

31. The commis.ion questions whether there are instances in
which overall efficiency i. increa.ed by obtaining service from
nonrequlated affiliate. at amount. exceeding the service's EFMV
(NPRM at Para. 33). .

As Sprint argue. herein, and a. the Commission itself noted
in the Jpipt¢Olt Beconsid'rotion0rd.r, reliable EFMV for
.ervice. i.difficult to ca-e by. <a.. note 18 supra.) Even if
such information could be obtained for a particular service, the
ttae and expenae required for each of the 20 united and Central
Telephone companies will surely incr.a.e the cost of obtaining
·that particular .ervice at EFMV and will drive the true EFMV
above the fully di.tributed cost of SOMC providing the service.
Furthermore, if each of the United and Central Telephone
companies i. required to undergo the time and expense of
developing EFMV data for each and every individual service
currently provided by SOMC, the increased work effort and expense
will be the very antithesis of efficiency.

- -20-
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As a result of improvements in technology and centralization, the

United and Central Telephone companies have been able to provide

high quality service and reduce coats and must continue to do so

in order to remain competitive, to meet the demands of mandatory

productivity adjustaents, and, if the company is well managed, to

profit by producing productivity gains that exceed the mandatory

productivity adjustment.

Price caps, inclUding the mandatory productivity adjustment,

and competition, provide powerful incentives to price cap LECs to

reduce cost and to avoid cross-subsidy that relies on regulated

aervices revenues. Because of these factors, the Commission need

not institute further controls. The market discipline provided

by increasing competition in the LEC regulated markets and the

mandatory productivity adjustments provide more than SUfficient

incentive. on LEC. to control their costs, avoid imprudence, and

avoid cross-subsidy.

EPMV te.t. for affiliate .ervices do nothing but add ad­

ditional expenses to LEes. Because SUfficient ratepayer pro­

teetion exists through price caps productivity adjustments and

market discipline., additional EFMV tests are unwarranted and

would prove to be counter productive. These testa will neither

provide useful information nor provide benefits that outweigh

their cost.
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ATTACHMENT 1

Before the
HD.ML COICIIUIIICA'IIOn COIlla.SIOM

Wa.hington, D.C. 20554

In the Matter of )
)

Aaendment of Parta 32 and 64 )
of the cc.ai••1onI. Rut.. to )
Account for Tranaaction. Between )
carrie~ and Their Honrequlated )
Aff11iat.. )

cc Dock.t No. 93-251

STAB OF lCAHSAS

COUNTY or JOHNSON

)
) ...
)

UI'IDAn'l 01'
sun L. IICDBOM

I,st.". L. McHahon, te.tify and atte.t to the following:

1. I .. Executive vice Pre.ident - Operation. of North

Supply Ca-pany. My office ia at 600 Induatrial Parkway,

Induatrial AirPOrt, Kanaa. 66031. North Supply Company i. a

wholly owned subsidiary of Sprint Corporation and is affiliated

wit:h the United and Central Telephone cOllpanie••

2. In my current PO.ition, I .. re.pona1ble for North

Supply .ale. to regulated affiliate. and non-affiliate.. I have

been in thi. poaition for three (3) year.. In total, I have been

employed 1D the telacomnmication. product. and .ervice. bu.ine••

• inee 1910. During thi. period I have been employed in the

followilUJ caPacitie.: .ale., operationa, budget., engineering,

conatruction, logi.tic., cu.toller .ervic., .arketing, and policy.



3. During.y career I bave bad the opportunity to evaluate

the services provided by Nortb supply from botb tbe perspective

of a buyer and a .eller. I know what the United Telephone com­

panie. require from Nortb supply in order to win their business

and I know Borth Supply'S co.t of providing .ervice to the United

Telephone companie.. I al.o know the pricing policy of North

Supply relative to it. regulated LEC affiliates and to non­

affiliate.. A copy of the pricing policy to affiliate. i. at­

tached a. Exhibit 1.

4. North Supply Company mu.t compete with non-affiliated

telecommunication. product and equipment supplier. for the busi­

ne•• of the united and Central Telephone companies. Each of'

the.e companies is free to, and indeed doe. purcba.e needed

equipment and .upplie. from companies other than North Supply.

5. North Supply doe. not automatically receive the busine.s

of its affiliates. Indeed, North Supply must make sale. calls

and provide a high level of service a. well as a fair price in

the marketplace in order to win the business of tbe United and
"\

Central Telephone companies.

6. In the C01DJllis.ion's Notice of Proposed RUlemakinq at

paragraph 18 the c01DJllis.ion a.suae. ~at wsale. between af­

filiates usually do not require exten.ive marketinq effort. and

qenerally involve lower tran.actional coat. than .ale. ~o non

affiliate•• " In the case of North Supply, this assumption is not

true. North supply has a dedicated .ale. force that markets
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.xtensively to the United and Central Telephone cOllpanies. In­

deed, in order to keep this .et of cu.to.er••ati.fied, North

Supply ha. imple.ented a cu.tomized, mechanized on-line ordering

sy.tem to .peed ordering and delivery. While this .ystem ha.

aided North Supply by m.eting the United and Central Telephone

compani•• ' .xpectations, and i. available to other North SUpply

cu.tomer., it ha. al.o added co.ts to North Supply. Th. cost. of

tran.action proc.ssing and marketing to affiliat.s doe. not ma­

terially differ from that involv.d in non-affiliate marketing.

7. In Paragraph 18, the Co_i••ion goe. on to not. that "In

.any in.tanc••, mor.over, the affiliate relationship reduce. the

.uppli.r.' busine•• risk." This a.sumption is not true of North

Supply Company's relationship with· the United and Central Tele­

phone comPanie.. North Supply company doe. not have any

guaranteed purcha.e agr....nt. with it. r.gulated affiliate.

although it does have such arrangement. with .ome non-affiliat.s.

Thus, without quarante.d purchase arrangement., North Supply

Company's risk i. increased, not r.duced,'with its regulated

affiliate••

8. In my previous job, I worked as Vice Presid.nt ­

Operation. for the Midw••t Group of Unit.d T.lephone. As an

executive at lI14we.t Group, I looked long and hard at how to

miniai.e the equipaent and .upplie••xpen••• of Midwest Group.

My peer. in the other united companies did likewi.e. If North

Supply did not provide the be.t value for the purcha.ing dollar,
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I purcha.ed el.ewhere. Nothing has changed to modify this ap­

proach.

9. North Supply has two priaary functions within the Sprint

faaily of companie.. Fir.t, North Supply aim. at providing

equipment: and .uppli_ to the united and Central Telephone com­

panies for price. that will minimize their .xpen.... And .econd,

North Supply ai.. at aggre.sively selling equip.ent and supplies

to non-affiliates and bringing profit to the bottom line of

Sprint corporation, the owner of North supply. These two goals

are compatible.

10. As a former United T.l.phon. company ex.cutive, I under­

.tand that telecommunications equipm.nt and .ervice. are .old for

le•• per unit when purcha.ed in volume. In general, the greater

the volume, the lower the price. For example, from my ex­

Peri.nce, the Midwe.t Group of united Telephone could not pur­

cha.e the broad mix of telecommunications products a. in­

expensively a. united Telephone of Florida, a significantly

larger company. And, as would be expectea, the combination of

all United Telephone companies can purcha.e at a lower cost per

unit than any one.company .tanding alone.

11. The Sprint Local Telecommunications Divi.ion .taff,

often in concert with North Supply, negotiate. volume purcha.e

agre_ent. with aanufacturers. North Supply fulfills the order

proc•••ing, warehousing, inventory, and risk .anagement function

in conn.ction with th••• volume agre_ents. Often North supply
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is able to add additional non-affiliate volume to the proposal

and negotiate even better pricing from manufacturers then the

affiliate volume alone would justify. North Supply Company ha.

antered into a contract with Southern New England Telephone Com­

pany for the purchase of fiber cable which ha. allowed North

SUpply company to negotiate co.t reduction. of approximately

11.2' for its affiliates. North Supply Company has further con­

tracted with Pacific Bell to provide its tool requirements which

ha. allowed volume pricing di.count. for different item. up to a

26.2' price advantage. Further, through a contract with AT'T,

North Supply Company has been able to lower affiliate pricing

between 13' and 34' on the various it_. encompa••ed in the AT'T

contract. Through this volume purcha.ing power, the United and

Central Telephone companies have acce.. to prices that are very

favorable to them.

12. Becau.e North Supply must .eet two goala, providing

equip.ent and .upplie. to affiliate. at fair prices and returning

a profit to Sprint, a pricing policy that 'facilitate. the.e goal.

i. nece••ary. North Supply'. pricing policy is: Product. and

.ervice. sold to affiliate. are at price. no greater than .imilar

product. or .ervice. .old to non-affiliate customers under like

terms, condition. or volume.

13. Horth Supply operates in a very competitive environment.

Many non-affiliate suppliers succes.fully compete for .ale. to

affiliate. as well as in the broader market. North supply com-
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pletes with other large vendors, such as Greybar and Anexter for

the business of both its requlated affiliates and non-affiliates.

North supply is successful in this broader market with steadily

increasing sale. to non-affiliate.. OVer the past 22 years since

North Supply began to do more than act as the supply arm of the

United Telephone companies, North Supply has reached the point

where 61 percent of it. sales are to non-affiliates. Non­

affiliate customer. of North Supply include Pacific Bell,

Southern New England Telephone, TOS, Citizens Telephone, and

AT'T. In fact, North supply was awarded the Quality Award from

Pacific Bell both in 1991 and 1992. The award is for exemplary

service level., problem re.olution, and accuracy and receipt of

the award demon.trate. that non-affiliate busine.. is an im­

portant part of North Supply's operation. Becau.e of this ex­

perience in the broader market, North Supply i. very familiar

with market based pricing.

14. North Supply experience. the pressure of competing in

the broad telecommunications equipaent and supply market. I can

as.ure the Commission that the bright line test of 75 percent of

sale. to non-affiliates 1s gros.ly 1n exce.. of what is needed to

ensure that if similar pricing i. given to both affiliate. and

non-affiliates that the pricing is ba.ed on market realities.

15. The cOUlission que.tions at Paragraph 89 whether 25

percent should be the correct proportion of sale. to non­

affiliate. so that the price may be considered the prevailing


